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TI TLE 26--1 NTERNAL REVENUE
( CONTI NUED)
COVPUTATI ON OF TAXABLE | NCOME- - Tabl e of Contents
Sec. 1.79-0 Goup-termlife insurance--definitions of certain ternmns.

The followi ng definitions apply for purposes of section 79, this
section, and Secs. 1.79-1, 1.79-2, and 1.79-3.

Carried directly or indirectly. A policy of life insurance is
““carried directly or indirectly'' by an enployer if--

(a) The enpl oyer pays any part of the cost of the life insurance
directly or through another person; or

(b) The enployer or two or nore enployers arrange for payment of the
cost of the life insurance by their enployees and charge at | east one
enpl oyee I ess than the cost of his or her insurance, as determ ned under
Table I of Sec. 1.79-3(d)(2), and at |east one other enployee nore than
the cost of his or her insurance, deternmined in the sane way.

Enmpl oyee. An "~ " enpl oyee'' is--

(a) A person who perforns services if his or her relationship to the
person for whom services are performed is the | egal relationship of
enpl oyer and enpl oyee described in Sec. 31.3401(c)-1; or

(b) Afull-time life insurance sal esperson described in section
7701(a)(20); or

(c) A person who formerly perfornmed services as an enpl oyee.

[[ Page 282]]

A person who fornerly performed services as an enployee and currently
performs services for the same enpl oyer as an independent contractor is
consi dered an enpl oyee only with respect to insurance provided because
of the person's fornmer services as an enpl oyee.

Group of enployees. A " “group of enployees'' is all enployees of an
enpl oyer, or less than all enployees if menbership in the group is
deternined solely on the basis of age, marital status, or factors
related to enploynent. Exanples of factors related to enploynment are
menbership in a union some or all of whose nenmbers are enpl oyed by the
enpl oyer, duties performed, conpensation received, and | ength of
service. Ordinarily the purchase of sonething other than group-termlife
insurance is not a factor related to enploynent. For exanple, if an
enpl oyer provides credit life insurance to all enployees who purchase
aut onobi l es, these enployees are not a ~~group of enployees'' because
menbership is not determ ned solely on the basis of age, marital status,
or factors related to enploynent. On the other hand, participation in an
enpl oyer's pension, profit-sharing or accident and health plan is
considered a factor related to enployment even if enployees are required
to contribute to the cost of the plan. Owership of stock in the



enpl oyer corporation is not a factor related to enpl oynment. However,
participation in an enployer's stock bonus plan may be a factor related
to enploynent and a " “group of enployees'' may include enpl oyees who own
stock in the enpl oyer corporation.

Per manent benefit. A " “permanent benefit'' is an econonic val ue
ext endi ng beyond one policy year (for exanple, a paid-up or cash
surrender value) that is provided under a life insurance policy.
However, the followi ng features are not permanent benefits:

(a) Aright to convert (or continue) life insurance after group life
i nsurance coverage termnnates;

(b) Any other feature that provides no econonic benefit (other than
current insurance protection) to the enpl oyee; or

(c) A feature under which termlife insurance is provided at a | eve
prem um for a period of five years or |ess.

Policy. The term “policy'' includes two or nore obligations of an
insurer (or its affiliates) that are sold in conjunction. Obligations
that are offered or available to nenbers of a group of enployees are
sold in conjunction if they are offered or avail abl e because of the
enpl oynment rel ati onship. The actuarial sufficiency of the prem um
charged for each obligation is not taken into account in determning
whet her the obligations are sold in conjunction. In addition
obligations may be sold in conjunction even if the obligations are
contai ned in separate docunents, each docunment is filed with and
approved by the applicable state insurance comn ssion, or each
obligation is independent of any other obligation. Thus, a group of
i ndi vidual contracts under which life insurance is provided to a group
of enployees may be a policy. Simlarly, two benefits provided to a
group of enployees, one termlife insurance and the other a pernmanent
benefit, may be a policy, even if one of the benefits is provided only
to enpl oyees who decline the other benefit. However, an enployer may
elect to treat two or nore obligations each of which provides no
permanent benefits as separate policies if the prem unms are properly
al l ocated anong such policies. An enployer also may elect to treat an
obl i gati on which provi des permanent benefits as a separate policy if--

(a) The insurer sells the obligation directly to the enpl oyee who
pays the full cost thereof;

(b) The participation of the enployer with respect to sales of the
obligation to enployees is limted to selection of the insurer and the
type of coverage and to sal es assistance activities such as providing
enpl oyee lists to the insurer, pernmtting the insurer to use the
enpl oyer's prem ses for solicitation, and collecting prem uns through
payrol | deduction;

(c) The insurer sells the obligation on the sane terns and in
substantial amounts to individuals who do not purchase (and whose
enpl oyers do not purchase) any other obligation fromthe insurer; and
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(d) No empl oyer-provided benefit is conditioned on purchase of the
obl i gati on.

[T.D. 7623, 44 FR 28797, May 17, 1979, as anmended by T.D. 7917, 48 FR
45762, Cct. 7, 1983]






